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REAL ESTATE ECONOMISTS, APPRAISERS AND JINSELORS 


Real estate activity continued to decline in May. 
REAL ESTATE ACTIVITY Our national index, which has been in a down- 


wardtrend since early 1955, isnow at 8.7 
points above normal. This is its lowest point since the fall of 1954. 


Nationally, real estate activity is off 7% froma year ago. However, more 
severe drops have occurred in some areas. For example, the May level of ac- 
tivity in San Antonio was 30% below that of a year ago. In Boston, the drop has 
been 28%; in Binghamton, New York, it has been 25% Flint’s real estate ac- 
tivity has undergone a decline of 23% in the last year, while Philadelphia has 
fallen 22%. 


The boom cities of Tulsa, Memphis, Seattle, and Nashville have seen their 
real estate activity shrink by 19%, 18%, 17%, and 16%, respectively, during the 
last year. 


On the other hand, real estate sales in a good many areas have maintaineda 
steady pace, and in a few cities, sales have moved ahead of their year-ago level. 
For example, Youngstown, Ohio, has enjoyeda 15% rise, and Richmond, Virginia, 
reports a 20% increase from March 1955 through March 1956 (the latest figure 
available) 


One doesn’t have to look far to find the reason for the decline. We have com- 
mented often on the increasing vulnerability of the real estate market. In the past 
10 years there have been close to 530 million real estate sales, and most of these 
have been sales of single-family residences. The pressure to buy has long since 
left the market. For a while, extremely liberal financing replaced necessity as 
the driving force of the boom. Last year, money began to get scarce and credit 
tightened. Sales have been dwindling since then 


It will not be surprising to see real estate activity continue its slow decline 
during the summer. In the fall, however, we expect credit to loosen enough to 
bring on at least a mild upturn by election time 
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Our national real estate mortgage index slipped 
REAL ESTATE another few notches in May, and is now at 146.2, 
MORTGAGE ACTIVITY its lowest point since late 1953. In the course 

of its decline, whichbegan in February 1955, 
our index has fallen 19%. It will probably continue to move downward until money 
becomes more plentiful some time in the fall 


rhe most surprising result noted in our recent nationwide mortgage survey 
was the pessimism of the lenders who answered. It was no startling revelation 
to learn that money was tight over virtually the entire country, but the gloomy 
attitude of the lenders was somewhat of a surprise. There’s one hopeful sign, 
howeve! A year ago the lenders were virtually unanimous in predicting no 
money shortage. Perhaps the majority will be wrong again, and the money supply 
will ease by the time snow flies. We think it will. 


The 108, 000 nonfarm dwelling units started in 


RESIDENTIAL CON- May brought the total for the first 5 months of 
STRUCTION VOLUME 1956 to 462,000, or 18% below the 560,900 

starts for the same period in 1955. A more fa- 
vorable comparison is found, however, by looking back to 1954. So far, this 
year’s total is 2%, ahead of the same period 2 years ago. The trouble with this 
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comparison is that in 1954, construction volume was on the upswing, whereas it is 
now on the wane. If it continues to fall off at the rate thus far shown, year-end 


will see it at about 1, 100, 000 starts, or some 18% below the near-record of last 
year 


There is no way to gauge accurately the effect that the elimination of 100% 
loans has had on home building. Nevertheless, while precise estimates are 
lacking, it is certain that the effect has been profound. The chart on page 296 
shows the number of 100% VA loans and the percentage they represent of all VA 
loans from 1949 through the first quarter of 1956. Notice the rapid rise in the 
number of 100% VA’s during 1954. The monthly totals rose from 3, 172 in January 
to 19, 259 in December. In 1955, they continued to be made in unprecedented 
numbers, and in those 12 months, more than 257,000 were closed. Nearly all 
of them were for new homes. 


here is no way of knowing how many of the 257, 000 borrowers would have 
been driven from the market if their terms had been stiffer than 100% loans. 
Judging from the fall-off in construction, the number would have been considerable. 


Construction costs continue to move up, and 
RESIDENTIAL there is Little in the foreseeable future to halt 
CONSTRUCTION COSTS their slow increase. The big upsurge in non- 
residential construction helps keep labor in 

(cont. on page 297) 


CONSTRUCTION COSTS OF RANCH HOUSES 


STANDARD BRICK RANCH HOUSE 
Content: 16,250 cubic feet 
840 square feet 

Attached garage - 200 square feet 
Without garage - $12,044 

($0.741 per cu. ft.; $14.34 per aq. ft 
Garage - $895 

($4.48 per sq. ft.) 


CONTEMPORARY FRAME 
RANCH HOUSE 
(Dry Wall) 
Content: 12,285 cubic feet 
1,170 square feet 

Carport - 320 square feet 
Without carport - $12,617 

($1.03 per cu. ft.; $10.78 per aq. ft 
Carport - $590 

($1.84 per sq. ft.) 
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(cont. from page 293) 

; tight supply. So, the demand for construction labor is high, even though residen- 

} tial construction is lagging. Strong demand for all types of building materials 

| plus freight rate rises plus new minimum wage law also exert a constant upward 
pressure on prices. With these forces at work, it is hard to see an end to the 
rise in construction costs. The main factor that works to keep them from rising 

| faster is the temporary shortage of super-easy mortgage money. When loan terms 

| are slackened, you can expect construction costs to move up more rapidly. 





Land costs are also booming in most areas. This is a problem that will grow 
a great deal worse before it grows better. Utility lines and sewerage systems are 
not being expanded rapidly enough, and the chances are that the next building 
boom will be temporarily slowed by a lack of these community facilities. In the 
meanwhile, vacant land within easy reach of water, electricity, and sewer facili- 
ties continues to soar in price. This is one of the main reasons why builders are 
turning to the production of more expensive homes. The high land costs they now 
have to pay simply won’t justify the construction of lower priced residences. 


Fortunately, there is so little activity in fore- 
FORECLOSURES closures that there is no reasonto comment on 
them more than once ortwice ayear. There 


MORTGAGE DEBT OUTSTANDING ON HOMES 
OF NONFARM FAMILIES IN THE UNITED STATES 
| TO 4 FAMILY PROPERTIES 









































% GOVERNMENT 
INSURED MORTGAGES 





























RE —_ 





has been virtually no change in the foreclosure rate during the entire postwar 
period, and it is still near its recordlow. There is no reason to expect them to 
increase sharply during the foreseeable future. We can See little chance for 
construction costs to decline, and foreclosures historically fail to rise until con- 
struction costs begin to move down in earnest 


The average mortgage interest rate in 12 prin- 
MORTGAGE INTEREST RATES cipal cities has moved up slowly again to 5. 158. 

This average is compiled from recorded mort- 
gages, and for this reason is 2 or 3 months behind the changes in the market. 
This, of course, is because the loan terms are almost always agreed upon at 
least 2 or 3 months before the mortgage is recorded 


The interest rate appearing on the face of the mortgage gives no information 
concerning points or discounts and is, therefore, frequently an understatement 
of the actual rate paid on the loan 


AVERAGE INTEREST RATE OF RECORDED MORTGAGES 
IN 12 MAJOR CITIES OF THE UNITED STATES 
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